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ABSTRACT
he Indian economy is characterized
by the existence of a vast majority
of informal sector labour employment.
The total employment in the country
was of 46.5 crore comprising around
2.8 crore in the organised and the
remaining 43.7 crore workers in the
informal sector or unorganized sector.
Out of these workers in the informal
sector , there are 24.6 crore workers
employed in agricultural sector, about
4.4 crore in informal sector workers
and remaining in manufacturing
and service. Informal Sector refers
to economic activities such as
production and distribution of goods
and services by the operating units
of the households which essentially
differ from the formal sector in terms
of technology, economies of scale,
use of labour intensive processes, and
virtual absence of the well maintained
accounts.
It embraces a widely dispersed
multitude of operating units with
high rates of birth and death and
substantial mobility. It is informal in
the sense that they are not regulated
by government under any statute.
Because of its contribution to the
economy, which is quite visible and its
strength in absorbing a huge portion

T

of unemployed persons to whom the
State is unable to provide adequate
employment. It becomes the duty
of the policy makers to device such
policies which can take core of the
problems faced by the informal sector
workforce.
Hence, there is need to monitor the
size and structure of this sector and
its performance over time for framing
appropriate policies. In this paper an
attempt to identify status and survival
of the informal sector workers in
Gudiyathamtaluk of Vellore district in
Tamil Nadu.
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INTRODUCTION
The informal sector plays a vital role in
economic development.Predominantly,
developing countries one third of
national income comes from this
informal sector only. The informal sector
reduces the unemployment problems.
The entrepreneurs are in this sector
for their livelihood, not for making
more profit. A number of informal
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entrepreneurs are earning more than
the formal employees, like vegetable
vendors, agents, brokers, foot-path
traders, food wears and beauty parlor,
etc. In Tamil Nadu, each group of
people has their own business. Rural,
urban and city side also society based
entrepreneurs are supplementary.
The informal sector develops the
Indian economy invisibly. Most of the
rural and urban people are continuing
their family business, because of lack
of employment opportunity, In India
most of the family businesses are in
the informal sector. The earned income
from this sector has utilized for the
purpose of their children education,
family commitments, personal savings,
etc. Consequently the government
should take necessary steps to convert
this sector into formal.
INFORMAL SECTOR AND INDIAN
ECONOMY
About 370 million workers constituting
92 percent of the total workforce in a
country were employed in the informal
sector as per NSS Survey 1999-2000.
It plays a fundamental role in terms
of providing employment opportunity
to large segment of the working force
in the country and contributes to the
national product significantly. The
contribution of the informal sector to
the net domestic product and its share
in the total NDP at current prices has
been over 60 percent. In the matter of
savings the share of household sector in
the total gross domestic saving mainly
informal sector is about three fourth.
The informal sector constitutes largest
portion of the economy in terms of value
addition, savings, investments etc. The
share of formal sector is around 12 -14
percent in our national income while
that of informal sector is more than 30
percent. 1n the case of United States,
the share of corporate business is
nearly 70 percent. The informal forms
of organizations are major players
in such activities as manufacturing,

construction, transport, trade, hotels
and restaurants, and business and
personal services.
While analyzing the composition
of the Indian Economy, it is of two
major sectors namely, organized and
unorganized. The organized sector
contributes two third to the GDP.
Whereas the remaining 1/3 is by
informal sector . The following statistics
by National Account Statistics reveals
the contribution of informal sector to
the NDP.
STATEMENT OF THE PROBLEM
The Indian Economy is characterized
by the existence of a vast majority
of informal or unorganized labour
employment. As per the Economic
Survey 2007-08, 93 percent of India’s
workforce include the self employed
and employed in informal sector . The
Ministry of Labour, Government of
India, has categorized the unorganized
labour force under four groups in terms
of Occupation, nature of employment,
specially distressed categories and
service categories.
In Terms of Occupation Small and
marginal farmers, landless agricultural
labourers, share croppers, fishermen,
those engaged in animal husbandry,
beedi rolling, labeling and packing,
building and informal sector workers,
leather workers, weavers, artisans,
salt workers, workers in brick kilns and
stone quarries, workers in saw mills,
oil mills etc. come under this category.
In Terms of Nature of Employment
Attached
agricultural
labourers,
bonded labourers, migrant workers,
contract and casual labourers come
under this.
In Terms of Specially Distressed
Categories Toddy tappers, Scavengers,
Carriers of head loads, Drivers of
animal driven vehicles, Loaders and un
- loaders come under this category.In
Terms of Service Categories Midwives,
Domestic workers, Fishermen and
women, Barbers, Vegetable and fruit
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vendors, News paper vendors etc.
belong to this category. In addition to
these four categories, there exists a
large section of unorganized labour force
such as cobblers, Hamals, Handicraft
artisans, Handloom weavers, Lady
tailors, Physically handicapped selfemployed persons, Rikshaw pullers,
Auto drivers, Sericulture workers,
Carpenters, Tannery workers, Power
loom workers and Urban poor. Though
the availability of statistical information
on intensity and accuracy vary
significantly, the extent of informal
sector workers
issignificantly high
among agricultural workers, building
and other informal sector workers and
among home based workers.
It is also evident that most of these
outcomes
are
highly
correlated
and mutually reinforcing. A closer
analysis suggests that the growing
informalisation of labour market
has been central to most of these
transformations, which inter alia
highlights the utility of understanding
the growth of informal sector in India
and its implications. Many thought
that India’s growth could do no wrong,
and took the administrative versions
and interpretations for granted. Now it
comes to a point that none of these can
be taken for granted. Growth is slow,
inflation is structural and structure of
employment is not enough to cater to
the growing labour force. Therefore,
this research paper gives more
importance to the progressof informal
sector workers in Gudiyathamtaluk of
Vellore district in Tamil Nadu.
IMPORTANCE OF INFORMAL SECTOR
IN INDIAN ECONOMY
The contribution of the unorganised
sector to the net domestic product and
its share in the total NDP at current
prices has been over 60 percent. In
the matter of savings the share of
household sector in the total gross
domestic saving mainly unorganised
sector is about three fourth. The

informal sector constitutes largest
portion of the economy in terms of
value addition, savings, investments
etc. 1n the case of United States, the
share of corporate business is nearly
70 percent. The informal forms of
organizations are major players in
such activities as manufacturing,
construction, transport, trade, hotels
and restaurants, and business and
personal services.
The informal sector plays a significant
role in the economy in terms of
employment opportunities and poverty
alleviation. This sector generates
income-earning opportunities for a
large number of people. In India, a
large section of the total workforce
is still in the informal sector, which
contributes a sizeable portion of the
country’s net domestic product. While
analyzing the composition of the Indian
Economy, it is of two major sectors
namely, organized and unorganized.
The housemaids, security guards,
informal sector workers, garment
workers, cobblers, beedi workers,
agarbati workers, drivers and many
others have a very different story to
tell. Their incomes have not grown at
the staggering rate of their employers;
indeed adjusted for inflation their
incomes have often fallen over the last
two and half decades, driving them
into deeper poverty.
OBJECTIVES OF THE STUDY
The overall objective of the study is
to analyse the Progress of informal
sector workers in Gudiyattam taluk
of Vellore District in Tamil Nadu. The
specific objectives are,
•
To study the Socio-Economic
and Health Status of the respondents
in the study area.
•
To study
the accessibility of
welfare programmes for informal
sector workers in the study area.
•
To identify the indicator for the
development of the respondents in the
study area, and
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•
To offer suitable suggestions for
their development in the study area.
METHODOLOGY
The study is an analytical one based on
the sample survey method employing
both primary and secondary data.
Survey method involves description,
secondary analysis and interpretation
of the condition that exists and also
some type of contrast and comparison
that may attempt to discover the
relationship that exits between the
existing and the non -existing variables.
Random sampling method becomes
essential when a sufficient number of
rare features are to be identified.
Hence the sampling method was
adopted in the study. In the first stage,
Gudiyattam taluk of Vellore District was
selected purposively for convenience of
the study. In the second stage, some
selected villages were selected for the
study based on the concentration of
informal sector workers population. In
the third and final stage primary data
were collected from the respondents
in the selected area with help of face
to face Interview through Interview
schedule. The data were analysed with
keeping the objectives in mind in order
to draw the results and inferences. For
this purpose the basic statistical tools
were used wherever necessary. The
results were presented in the analysis
part.
REVIEW OF LITERATURE
Sugata Marjit and Dibyendu Maiti
(2008), stated that informal wage and
formal sector productivity‖ attempted
to find out the relationship between
informal wage and innovative efforts of
firms in the formal sector in countries
such as India, where informal sector
captures lion‘s share of total workforce.
Bikram K. Pattanaik (2009), pointed
out that the
Migrant construction
Worker in Unorganised Urban Sector.
Analysed that the empirical indicators

relating to socio-economic characters
based on a field study involving 60
unorganized workers found in the
construction sector of the so called
tricity of Chandgarch, Panchkula and
Mohali.
Standings (2014), elucidated that the
comprehensive set of policy ideas for
remodeling national socioeconomic
systems and labor markets in order
to achieve greater social justice and
equity. It provides a comprehensive
alternative to neoliberalism, stemming
from anger that mainstream policymakers and the media.
Maurizio (2016), stated that the
percentages involved in the informal
economy in Latin
America have
remained significant, though with the
drive toward formalization spearheaded
by the ILO and its offshoot agencies
they have been slowly declining.
Njeri Kinyanjui (2020), Some informal
workers are trainees who are learning
on the job or family members who are
helping a family business by overseeing
accounts or running errands. The
informal sector is typically viewed as a
stopgap measure where people subsist
while they wait for jobs in the formal
sector. For these reasons, the sector
is neglected by government policies
at the local level and by development
financiers at the global level.
DEMOGRAPHIC PROFILE OF THE
RESPONDENTS
Age is one of the determining factors
of socio-economic conditions. A family,
which contains number of children
and age-old People, will highly suffer
since their earning capacity is low. On
the contrary, a family will be better
off, if it consists of more number
of earning persons. The details of
Demographic, Socio – Economic Profile
of the Respondents are stated in table
– 1. Data shown in table – 1 reveals
that the age wise distribution of the
respondents in the study area, there
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were 20 respondents who belonged to 25-45 years age group and 15 respondents
belonged to below 25 years age group and 13 respondents belonged 45-65 years
age group and rest 12 respondents belonged to above 65 years age group Monthly
income wise 32 respondents are earn up to Rs. 20,000 and 18 respondents are
earn to Rs. 20,000 – 30,000 and rest of 10 respondents earn to Rs. 30,000 to
40,000. On the other hand, Occupation wise 28 respondents related to service
sector and 18 respondents are professional and rest of 14 respondents related to
business sector.
Table : 1
Demographic, Socio – Economic Profile of the Respondents
Age wise distribution of the respondents
Age (in Years)

Frequency

Percent

Bellow 25

15

25.00

25-45

20

33.33

45-65

13

21.67

Above 65

12

20.00

Total

60

100

Frequency

Percent

Higher secondary

27

45.00

Graduate

33

55.00

Total

60

54

Frequency

Percent

Up to 20,000

32

53.33

20,000-Rs.30,000

18

30.00

Rs.30,000 -40,000

10

16.67

Total

60

100

Frequency

Percent

Service

28

46.67

Business

14

23.33

Professional

18

30.00

Total

60

100

Frequency

Percent

Married

32

53.33

UnMarried

28

46.67

Total

60

100

Frequency

Percent

Pucca Houses

12

20.00

Semi – Pucca Houses

15

25.00

Katcha Houses

20

33.33

Others

13

21.67

Total

60

100

Education Status
Education Level

Monthly Income (in Rs.)
Income Category

Occupation Status
Particulars

Marital Status
Particulars

Housing Status
Particulars

Source: Primary Data.
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MARITAL STATUS OF THE RESPONDENTS
On the basis of the marital status, the
household has been divided into three
categories, namely married, unmarried
and others. The marital status is one
of the important factors that influence
the employment and income of the
households. It can be observed from
the table -1, The Marital status wise,
there were 32 respondents are married
and 28 percent were unmarried.
EDUCATIONAL STATUS OF THE RESPONDENTS
Education is a basic necessity for social
awareness. Education brings shapes out
a better society, but lack of education
prevents social enchantment. People
give very little importance to education
due to lack of proper guidance,
knowledge, awareness and finance.
Most of them are not yet conscious
of the benefits of education and
consequent economic gains. The issues
are relating to education and economic
development including the financing of
education and demand for education
plays a crucial role in the process of
the empowerment of weaker sections
of the society in general and people in
particular. The literacy rate of people
in Vellore District is very less when
comparing to other leading district of
Tamil Nadu.
And the other hand, 45.00 per cent of
the respondents have completed others
category of education which includes
polytechnics/diplomas,
Certificate
courses, ITI and other job oriented
short term computer courses, and the
remaining 55.00 per cent of them were
qualified post graduate and above
respectively. It can be noted from the
table -1,education wise there were 33
graduate people and 27 people were
higher secondary passed.
HOUSING PATTERN OF THE RESPONDENTS
The area wise housing conditions of the
respondents are given in the table-8.
It reveals that the details of the type
of house of the respondents; those are
four categories of housing facilities in

the study area, namely Katcha Houses,
Semi-Pucca Houses, Pucca Houses and
others it includes thatched roof house,
tiled roof house, concrete roof houses.
Among 20 respondents, only 33.33 per
cent of them are living in the Katcha
houses, whereas 25.00 per cent of the
respondents are staying in the SemiPucca houses, 20.00 percent of them
are living with pucca houses and the
remaining 21.67 per cent of them
are living in the others categories of
houses.
MAIN OCCUPATIONS OF THE RESPONDENT
HOUSEHOLDS
They were attached to the households
as part of the family. Today, most
of them work in agriculture or
related activities as daily wage
earners. The primary occupation
of the people noted in the study
is working as household activities
and labourer in agricultural and its
related activities, informal sector
labourers, and other traditional
works. In the study area most of
them work as agricultural labourers,
tree cutters and informal sector
labourer on daily basis. Their works
are not regular and stable income,
but it is uncertainty and seasonal
one. Their economic status reveals
that the majority of them are living
in economic backwardness with
poverty and inequalities.
Table-2
Employment
details
among
Respondents households
S.No.

Details No.
of Percentage
workers

1.

Male

28

46.67

2.

Female

32

53.33

Total

60

100.00

Source: Primary Data

Data shown in table – 2,revealed that out
of the total sample respondent households
in the study area, the shares of both male
and female constitutes 46.67 percent and
53.33 percent respectively.
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Fig :1
Employment details among Respondents households

The reasons for the more percentage of female informal sector workers could
be that all are basically involved in women concerned with works and one more
reason is that it is a women informal sector workers, therefore this research paper
concentrates more opportunity for women than men. The details of general and
personal constraints faced by the respondents in the study area are presented in
table – 3.
General /personal constraints faced by the Informal sector workers in the
study area
S.No.

Constraints

Yes

No

Total

1.

Excessive burden of work and responsibility

33

27

60

(55.00)

(45.00)

(100)

19

41

60

(31.67)

(68.33)

(100)

Difficulty in handling the Informal sector workers and 31
work correlatedactivities relating to Construction sector.
(51.67)

29

60

(48.33)

(100)

Poor risk-taking ability and high level of uncertainty.

28

32

60

(46.67)

(53.33)

(100)

2.
3.
4.

Lack of proper training and guidance

Source: Primary data.
Note: Figures in bracket represent percentages.

Excessive burden of work and responsibility and Difficulty in handling the Informal
sector workers and work correlated activities relating to Construction sectorare
the major constraints faced by the informal sector workers in the study area
among general and personal constraints.
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Fig : 2
General /personal constraints faced by the Informal sector workers in
the study area

These two constitutes 55.00 percent and 51.67 percent out ofthe total of 60 sample
respondents in the study area.Whereas, only 46.67 percent of the respondents
were facing poor risk-taking ability constraints, 31.67 percent of the respondents
were facing lack of proper training and guidance facilities in the study area. The
details of inception period constraints faced by the respondents in the study area
are stated in table – 4.
Table- 4
Inception period constraints faced by women informal sector workers in
the study area
S.No.

Constraints

Yes

No

Total

1.

Arrangement of finance and wages

38

22

60

(63.33)

(36.67)

(100)

2.

Recruitment of personnel

29

31

60

(48.33)

(51.67)

(100)

3.

Labour Problems and difficulties

(27)

(33)

(60)

(45.00)

(55.00)

(100)

4

60
Inadequate Infrastructure and low level of
(41.67) (58.33)
(100)
security.
34
60
5
Lack of informal and experience in the field 26
(100)
43.33 (56.67)
Source: Primary data.
Note: Figures in bracket represent percentages.
Table- 4 explains the inception period constraints faced by the informal sector
workers in the study area. It is evident from the table- 4, that 63.33 percent of the
respondents had faced constraints in the Arrangement of Finance and wages during
the inception period, followed by 41.67 percent of them werefacing constraints
relating to inadequate infrastructure and low level security problems. Whereas,
recruitment of personnel, labour and its related problemsand lack of information
and experience in the field constitutes 45 percent and 43.33 percent respectively.
25

35
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Fig:3
Inception period constraints faced by women informal sector workers in the study area

It is observed that the required finance and adequate infrastructure are the two major problems
faced by the respondents in the study area. The technical constraints faced by the respondents in
the study area are provided in table – 5.
Table - 5
Technological constraints faced by the respondents in the study area
S.No.

Constraints

Yes

1.

No

23
37
Ineffective consultancy services provided by the
(38.33)
(61.67)
Government agencies and private consultants
33
2.
Non-availability of modern technologies and its 27
(45.00) (55.00)
related problems
38
3.
Lack of technical know- how about the unit and 22
(36.67) (63.33)
managerial skills
42
4
Difficulty in maintenance and effective servicing 18
of machineries and equipments relating to (30.00) (70.00)
construction sector.
Source: Primary data.
Note: Figures in bracket represent percentages.
Fig : 4 Technological constraints faced by the respondents in the study area
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The effective consultancy services
and lack of technical knowledge
among the respondents are the other
technical constraints facing b the
respondents in the study area. Out
of the total of 60 sample respondents
selected for the study, 45 percent of
them are facing non – availability of
modern technologies and its related
problems, whereas 38.33 percent of
the respondents are facing ineffective
consultancy services provided by both
the Government agencies and private
consultancy. However, 36.67 percent of
them are facing lack of technical knowhow about the unit and managerial
skills, while the remaining 30 percent
of them were facing difficulty in
maintenance and effective servicing
of machineries and equipment relating

to construction sector. The details
of financial constraints faced by the
respondents in the study area are
given in table – 6. There are number
factors that lead to poor productivity
on construction projects. Technology
such as building information modeling
and project management software are
also tools that contracting firms can
use to bolster productivity. On the
other hand legal constraints refer to
the many regulations that the activities
and practices on a construction
project must comply with. This most
commonly relate to employment law,
safety requirements, planning and
building regulations requirements,
environmental requirements, and so
on.

Table- 6
Financial constraints faced by theRespondents in the study area
S.No.

Constraints

1.

Limited working capital

Yes

48
(80.00)
2.
Lack of funds for fixed assets
43
(71.67)
3.
Inadequate assistance from financial 18
agencies and banks
(30.00)
4.
Inadequate installments for repayment 14
(23.33)
Source: Primary data.
Note: Figures in bracket represent percentages

No

Total

12
(20.00)
17
(28.33)
42
(70.00)
46
(76.67)

60
(100)
60
(100)
60
(100)
60
(100)

Regarding financial constraints faced by the respondents in the study area are concerned
that the 80 percent of the respondents encountered limited working capital followed
by 71.67 percent of them had faced lack of funds for fixed assets. It has been observed
that most of the women inconstruction sector did not expect financial assistance from
commercial banks and other financial institutions. This is because most of them started
their work with their own finance, generated from their friends, relatives and other
sources.

Fig :5 Financial constraints faced by theRespondents in the study area
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The Major Characteristics of the
Informal Sector Workers in the study
area
●●
The unorganized labour is
overwhelming in terms of its number
range
and
therefore
they
are
omnipresent throughout India.
●●
As the informal sector suffers
from cycles of excessive seasonality of
employment, majority of the informal
sector workers does not have stable
durable avenues of employment.
Even those who appear to be visibly
employed are not gainfully and
substantially employed, indicating the
existence of disguised unemployment.
●●
The workplace is scattered and
fragmented.
●●
There is no formal employer –
employee relationship
●●
In rural areas, the unorganized
labour force is highly stratified on caste
and community considerations. In
urban areas while such considerations
are much less, it cannot be said that
it is altogether absent as the bulk of
the informal sector workers in urban
areas are basically migrant workers
from rural areas.
●●
Workers in the informal sector
are usually subject to indebtedness
and bondage as their meagre income
cannot meet with their livelihood
needs.
●●
The informal sector workers are
subject to exploitation significantly by
the rest of the society. They receive poor
working conditions especially wages
much below that in the formal sector,
even for closely comparable jobs,
ie, where labour productivity are no
different. The work status is of inferior
quality of work and inferior terms of
employment, both remuneration and
employment.
●●
Primitive production technologies
and feudal production relations are
rampant in the informal sector , and
they do not permit or encourage the
workmen to imbibe and assimilate
higher
technologies
and
better

production relations. Large scale
ignorance and illiteracy and limited
exposure to the outside world are also
responsible for such poor absorption.
√√
The informal sector workers do
not receive sufficient attention from
the trade unions.
√√
Inadequate
and
ineffective
labour laws and standards relating to
the informal sector .
√√
Heterogeneity in activities.
√√
Easier entry and exit than in the
formal sector, and
√√
Usually
minimal
capital
investment; little or no division
between labour and capital.
CONTRIBUTION OF HUMAN CAPITAL
TO ECONOMIC DEVELOPMENT
Many workers in developing countries
are confined to the informal economy
because
of
limited
educational
opportunities
and
rudimentary
work skills. The International Labor
Organization described this workforce
segment as low skill, low productivity,
low
wage,
low
investment.The
contribution of informal sector in Net
Domestic Product (NDP) is 58.4 percent
in 2018-19. Thus, the major portion
of NDP is provided by the informal
sector.Industry wise distribution of
NDP in organised and informal sector
s shows that in agriculture sector, the
share of organized sector is only 4
percentwhereas 96 percent share is
contributed by the informal sector.
SOCIAL SECURITY MEASURES
It is rightly true that when independent
India’s constitution was drafted, social
security was specially included in List
III to Schedule VII of the constitution
and it was made as the concurrent
responsibility of the central and state
governments. A number of directive
principles of state policy relating
to aspects of social security were
incorporated in the Indian constitution.
The initiatives in the form of Acts such as
the Workmen’s Compensation Act (1923),
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the Industrial Disputes Act (1947), the
Employees State Insurance Act (1948),
the Minimum Wages Act (1948),
the Coal Mines Provident Funds and
Miscellaneous Provisions Act (1948),
The Employees Provident Fund and
Miscellaneous Provisions Act (1952),
the Maternity Benefit Act (1961), the
Seamen’s Provident Fund Act (1966),
the Contract Labour Act (1970), the
Payment of Gratuity Act (1972), the
Building and Informal sector workers
Act (1996) etc. reveal the attention
given to the organized workers to
attain different kinds of social security
and welfare benefits.
Though it has been argued that the
above Acts are directly and indirectly
applicable to the workers in the
informal sector also, their contribution
is very negligible to the informal sector
workers .Inspite of the fact that not
much has been done in providing social
security cover to the rural poor and the
unorganized labour force, the country
has made some beginning in that
direction. Both the central and state
governments have formulated certain
specific schemes to support informal
sector workers which fails in meeting
with the real needs and requirements
of the informal sector labour force. This
becomes clear even when the highly
proclaimed National Rural Employment
Guarantee Act - 2005 (NREGA), though
it is a breakthrough, doesn’t have
common wage in different states and
limits itself only to hundred day’s work
for those registered worker under the
Act. And looking at the recent Informal
sector s’ Social Security Act (2008)
, one really wonders if there is any
provision for an unorganized worker
in this Act other than some guidelines
about the available social security
schemes in the country.Therefore,
this law which does not deal with the
issue of unemployment, its regulation,
wages, and conditions of work and
so on is not merely incomplete but
dysfunctional if it proceeds to deal with

social security on a standalone basis.
Even the provisions and procedure of
the Minimum Wages Act (1948) is so
vague and futile that different states
of India have fixed abysmally meagre
wages and that too with so much of
variations from state to state.
CONCLUSION
The evidence we have presented
is broadly consistent with the dual
view of informality: informal firms
stay permanently informal, they
hire informal workers for cash, buy
their inputs for cash, and sell their
products for cash, they are extremely
unproductive, and they are unlikely to
benefit much from becoming formal.
This approach generates the strong
prediction that the cure for informality
is economic growth. The evidence
strongly supports this prediction:
informality declines, although slowly,
with development. This approach
suggests that structural policies
designed to promote formality should
be introduced with caution. Their
wisdom depends, in part on whether
they encourage formalization, or
discourage informal activity.
Rather than encourage informal firms
to become formal, such policies may
have the effect of driving them out
of business, leading to poverty and
destitution of informal workers and
entrepreneurs. The recognition of the
fundamental fact that informal firms
are extremely inefficient recommends
extreme caution with policies that
impose on them any kind of additional
costs. There is accumulating evidence
that growth that kills the informal
sector is driven by the formation and
expansion of formal firms managed by
educated entrepreneurs. Uneducated
entrepreneurs in both informal and
formal sectorsgenerally run small
and
inefficient
firms,
educated
entrepreneurs and managers run
larger and more-efficient firms. This
is the dark side of dualism: informal
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economies are so large in poor
countries because their entrepreneurs
are so unproductive.
The evidence suggests that an important
bottleneck to economic growth is not
the supply of better-educated workers;
indeed, at least on many observable
characteristics the workers are rather
similar in informal and formal firms.
Rather, the bottleneck is the supply
of
educated
entrepreneurspeople
who can run productive businesses.
These entrepreneurs create and
expand modern businesses with which
informal firms, despite all their benefits
of avoiding taxes and regulations,
simply cannot compete. This is how
the informal economy dies out in the
process of development. From this
perspective, the policy message for
how to grow the formal economy and
shrink the informal one is to increase
whether through immigration or
education and training the supply of
educated entrepreneurs.
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